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SUBJECT: Eoonomio Factors As A Deterrent To Soviet Intemtions.

The argument of economloc deterrents to Soviet aggression has
lost its walidity since the beginning of the Korean War, for the
following reasons:

1, S8Soviet economie resources were already spread thin on re-
oonstruction sand military preparedness between 194€ and the middle
of 1950.

2. During that peried, the actual military might of the free
world was deterioriating, although potentlials were belng increased.
Under these ocircumstances, time seemed to be on the Soviet side.

3. 8inoe the Korean War began, the U.S, and Western Buropean
ermsment programs have been reducing the Soviet astual relatiwe
striking power, end time is running against the USSR, as the free
world military potential is being converted into actual striking
powere. Thus, the Soviets are likely to resort to military amctiom
before the ocurrent balance of military power turns ageinst them.

Although Western intelligence has failed to dimclose any sigi-
ficant signs of inoreased military produstion in the USSR, the fol-
lowing faotors indicate that a major part of the Soviet national
effort has been going into military preparedness:

1. Announced annual inoreases in the various segments of the
economy have obviously not resulted in sny relative increase in the
standard of living or in the availability of manufactured consumers'
goods,

2. No ennowmoement of the second post-war Five-Year Plan has
been made in 1951, whioh probably Indicates that the materials and
efforts which in former years have gone into industrial expansion
are now directed toward current production.

3. The announced Soviet military budget for 1961 represents an
inoreass of 21% over planned budgetary allecations for both 1950 and
1949, It may be assumed that Soviet hidden military expenditures --

. which are inocluded in investments, medical, educational and scienti-
fio expenditures, as well as stato reserves -- may have increased in
the same proportion as the published military budget.

4. In 1950, under expenditures for "finanoing the national eco~-
nomy," there was an unexpleined residue of 37.8 billion rubles. In
19561, this is planned at about 84 billion rubles. Our Embassy in
Moscow has strong reason to suspect that a large pert of this residue
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While during 1948-50 there was & marked desrease in the size of
unexplained appropriations, the 1951 budget shows an abrupt emd of
this domward trend, and a deocided imorease in this category. If,
as suspected, the major portion of this smownt is alletted to arme-
ment industries, the published appropriatiens for national defense
in 1951 could be augmented by as mmuch as 50 per cent.

5. From the total of 94.8 billien rubles appropriated in the
1951 budget for the finaneing of the national economy, & substantial
portion is to be spent on grandiose hydrosleotric, irrigation and
navagation projects on which the mectual work may not begin for some
time. Thus, the USSR could disengage itself from the projects with-
out any great less of invesiment or lowering of the standard of liv-
ing, and utilize these funds fer wmilitary purposes.

6. The Minister of Finance's new demands on the Soviet economy
for full use of the existing machinery in industry, agriculture smd
trensport may be considered as an expanded armaments program -- in
the absence of a new Five-Year Plan.

7. The 1951 announced military appropriation represents the
largest emotint set aside for armsments in any year of the post-war
period, having been last exceeded in 1945.

8. The absolute inorease of the publiscized military budget in
1961 over 1950 appropriations is the greatest in any one yoar since
1943,

9 8ince Soviet wholesale and retail prices have been reduced
at least twioe since the adoption of the 1950 budget, the nominal
inorease of 21% in the 1951 military budget understates the contem-
plated rise in real rescurces to be devoted to direct military pur-
poses in the USSR, Laok of intelligence information on the inorease
in armement produstion in the USSR may be oonsidered only as evidence
of Soviet efficiency in informetien control, and not preof of Sovist
intentions.
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